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ABSTRACT 

 
The existence of firms and ensuring the going concern gross depend on liquidity and working capital 

management of firms, to examine this, an Ex-post - facto research involving trend analysis of five years 

financial statements of five manufacturing companies was carried out using purposive sampling technique. 

Multivariate analyses were made to test the research hypotheses. The result however, indicated that each 

working capital component affected the company’s level of profitability at varying rates, but, these effects when 

pooled together are not significant. To facilitate the smooth running and/or effective management of working 

capital so as to enhance the level of profitability, it was recommended that the companies should adequately 

plan and control their operations, adjust the shortfalls as noted, consider the principles of finance in their 

decision making, employ the services of experts (analysts) in complex business areas, and conduct periodic 

stock taking if possible every two weeks.  

 

 

INTRODUCTION  

The Nigerian Economy is faced with several factors which could impede the speed of having a huge return on 

the resources employed by the organizations (companies). As a result, however, proper initiative and capital 

(resource) management is required. It is worthy to note that out of every resource that an organization has, 

working capital is the most important or the basic. Working capital is a vital element in any organizational 

setting that requires cogent attention, proper planning and management. As resources available to organizations 

are scarce, it is believed that the management of an organization’s working capital has a pivotal role to play in 

the achievement of profitability and overall performance of such an entity. This implies that a firm’s liquidity 

does to a large extent determine its profitability. However, liquidity and profitability are not the same but, are 

the core objectives of a firm. Increase in company profitability by reducing the liquidity can bring some serious 

problems as goals cannot be ignored at any cost; if goal of maximizing the profit is ignored , survival is not 

possible for a longer time and if liquidity objective is ignored, insolvency or bankruptcy could be faced (Qazi 

et. al. 2011). In this vein, Charitou, Elfani and Lois (2010:68) assert that efficient utilization of the firm’s 

resources leads to increased profitability and reduces volatility which leads to the reduction in default risk and 

thus improves the firm’s value. 

 

In the words of Farounbi (2005), working capital refers to the amount of capital, which is readily available to an 

organization, that is, the difference between resources in cash or readily convertible into cash (current assets) 

and the organizational commitments for which cash will soon be required (current liabilities). Working capital 

simply means the resources which a firm has at hand to run its daily operations. It provides a measure of 

business’s liquidity, or its ability to meet its short term obligations as they come due (Emery, Finnerty and 

Stowe 2004). 

 

Working capital management is closely linked with the management of cash. By definition, “Working Capital 

Management entails short-term decisions – generally relating to the next one year period – which are 
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“reversible”. These decisions are not taken on the same basis as capital investment decisions rather; they will be 

based on cash flows/liquidity and profitability” (Wikipedia). According to Brigham and Daves (2002), working 

capital management involves both setting working capital policy and carrying out that policy in day-to-day   

operations. It also involves making appropriate investments in cash, marketable securities, receivables, and 

inventories as well as the level and mix of short-term financing (Emery, Finnerty and Stowe 2004). In essence 

working capital management seeks to maintain an optimum balance of each working capital component thereby 

ensuring that firms operate with sufficient fund (cash flows) that will service their long term debt and satisfy 

both maturing short term obligation and upcoming operational expenses. This, therefore, makes it more glaring 

that working capital management has a pivotal role to play in a company’s drive to achieve great (high) 

profitability. 

 

One can then say that decisions relating to working capital must not be taken for granted. To this end, Arnold 

(2005) asserts that if there is too little working capital, it results in inventories, finished goods and customer 

credit not being available in sufficient quantity. On the other hand, if there are excessive levels of working 

capital, the firm has unnecessary additional cost: the cost of tying up funds plus the storage, ordering and 

handling costs of being overburdened with stock. This creates a sort of imbalance in the working capital 

components, making their management difficult which in practice is a situation that firms (both small and fast 

growing ones, even multinationals) are confronted with.  As a result therefore, the ultimate goal of working 

capital management is to ensure that firms are able to continue their operations with sufficient cash flow that 

will service their long term debts and satisfy both maturing short term obligations (debt) and upcoming 

operational expenses. Hence, Organizations should try as much as possible to meet up with this goal so as to 

avoid being caught up in the trap of ineffective management of working capital components. 

 

PROBLEM ANALYSIS 

An ideal business needs sufficient resources to keep it going and ensures that such resources are maximally 

utilized to enhance its profitability and overall performance. It has however been discovered that some methods 

that managers use in practice to make working capital decisions do not rely on the principles of finance, rather 

they use imprecise rules of thumb or poorly constructed models (Emery, Finnerty and Stowe 2004). This, 

however, makes the managers not to effectively manage the various mix of working capital component which is 

available to them, and as such, the organization may either be overcapitalized or undercapitalized or worst still, 

liquidate.  

 

Smith (1973) in Egbide (2009) discovered that large number of business failures in the past has been blamed on 

the inability of the financial manager to plan and control the working capital of their respective firms. These 

reported inadequacies among financial managers are still practiced today in many organizations in the form of 

high bad debts, high inventory costs etc., which adversely affect their operating performance (Egbide 2009:45).  

 

Also, the fact that an organization makes profits is not necessarily an indication of effective management of its 

working capital because a company can be endowed with assets and profitability but short of liquidity if its 

assets cannot readily be converted into cash. (www.wikipedia.org). As such, there will be shortage of cash 

available for the firm’s utilization as at when due. Such an organization may run into debts that could affect its 

performance in the long run because the smooth running of operations of the organization comes to a sudden 

halt and it will not be able to finance its obligations as at when due.  

 

Again, some managers do neglect the organization’s operating cycle thereby having longer debtors’ collection 

period and shorter creditors’ payment period. All these constitute the problem of the investigation, hence, the 

need to study the effects of working capital management on the profitability of manufacturing industries in 

Nigeria. 

 

OBJECTIVES AND HYPOTHESES OF THE STUDY 

This study seeks to investigate the impact that effective working capital management has on the financial 

performance (profitability) of manufacturing firms in Nigeria. Other objectives are to: 
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i. Evaluate the implication/effect of inventory conversion period on profitability of manufacturing 

companies. 

ii. Assess the various ways by which working capital components can be managed to enhance 

profitability. 

iii. Evaluate the need for the management of working capital cycle as well as the cash conversion 

cycle and the extent of influence they have on a firm’s profitability. 

iv.  Examine the nature of the relationship that exists between working capital components. 

 

For the purpose of this study, the hypotheses statements that were tested in the course of the study are: 

H0: Proper management of the operating cycle does not influence the organization’s profitability. 

H1: Management of the operating cycle of an organization has significant effects on its profitability.   

H0: There is no significant relationship between inventory conversion period and profitability. 

H1: There is a significant relationship between inventory conversion period and profitability. 

 

LITERATURE REVIEW 

Several studies have been conducted on the subject matter and different conclusions reached. Some studied only 

an aspect of the working capital components while others studied only the cash conversion cycle. They, 

however, reported that working capital management may have an effect on a firm’s profitability. Thus, the 

management of working capital may have both negative and positive impact on the firm’s profitability, which in 

turn, has negative and positive impact on the shareholders’ wealth (Amarjit, Nahum and Neil 2010). However, 

few of those works are explored. 

 

Egbide (2009) and Falope and Ajilore (2009) in their study of working capital management and profitability of 

listed companies in Nigeria, made a cross sectional survey design of some quoted companies between 2005 – 

2006 and 1995 - 2005. The data were analysed using the ordinary least square regression analyses on one hand 

and panel data econometrics in a pooled regression on the other hand; and reveal that “all the components of 

working capital management (ICP, DCP, CPP and CCC) affect profitability at varying levels of significance 

with debtor’s collection period having the highest and significant impact” which is negative. Their study also 

revealed an insignificant variation in the effects of working capital management between small and large firms 

and suggests therefore that, managers can create value for their shareholders if they can manage their working 

capital in more efficient ways by proper handling of each working capital component and keeping them at 

optimal levels as well as reducing the debtors’ collection period and inventory conversion period. The findings 

of Charitou, Elfani and Lois (2010) and Al – Debi’e (2011) support these findings but, Charitou et al added that 

efficient utilization of the firm’s resources leads to increased profitability and reduces volatility which leads to 

reduction in default risk and thus improves the firm’s value. Hence if the components of cash conversion cycle 

are efficiently managed, they will add value to the firm since they increase the firm’s profitability.   

 

Amarjit, Nahum and Neil (2010) studied the relationship between working capital management and profitability 

in the United States with 88 American firms listed on the New York Stock Exchange for a period of 3 years 

(2005 - 2007). Their study applied co-relational and non-experimental research design and measured the 

variables as; (independent) number of days account receivable, number of days account payables, cash 

conversion cycle; (dependent) gross operating profit; (control variables) firm size, financial debt ratio and fixed 

financial asset ratio. Their study indicated (i) a negative relationship between profitability (which they measured 

in terms of gross operating profit) and average days of account receivable and (ii) a positive relationship 

between cash conversion cycle and profitability. Based on these findings, they suggest that managers can create 

value for their shareholders by reducing the debtor’s collection period. Furthermore, less profitable firms will 

pursue a decrease of their debtors in an attempt to reduce their cash conversion cycle. Hence, they concluded 

that profitability can be enhanced if firms can efficiently manage their working capital. 

 

Khan et al (2012) analysed the effect of working capital management on firms’ profitability in Pakistan between 

the period of 2004 and 2009 using textile, chemical, engineering and sugar & allied sectors i.e. the annual cross 
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sectional data for those years were used. The variables of the study are Net Operating Profit (NOP), Inventory 

Turnover In Days (ITID), Average Payment Period (APP), Current Ratio (CR), firm size in terms of Natural 

Logarithm Of Sales (LOS), Average Collection Period (ACP), and Debt Ratio (DR). CR and LOS are the 

control variables. The data were analysed using regression model and sensitivity analysis performed to test the 

robustness of the result. In the textile sector, the result of the analyses showed that ITID has a significant 

negative relationship with NOP; APP, CR and LOS have positive significant relationship NOP. ACP and DR 

have an inverse relationship with NOP which is not even significant and as such, they were dropped from the 

model. For engineering and chemical sectors, the results are the same except that in the engineering sector, DR 

has a significant negative relationship with NOP. The results are also similar in the sugar and allied sector 

except that ACP is highly significantly related with NOP in a positive manner while APP has a negative and an 

insignificant impact on NOP. Based on these, therefore, they exert that every sector has its own dynamics since 

working capital variables reacted differently with profitability in each sector. Thus, they suggest that sufficient 

level of working capital has essential impact on net operating profitability and liquidity of firms. However, if the 

sectors should manage their working capital in a more efficient manner, their profitability would be 

strengthened. Hence, there is a significant, positive relationship between working capital and firms’ profitability.   

 

Ganesan (2007) made an analysis of working capital management efficiency and profitability and liquidity of 

firms in telecommunication equipment industry in USA, using a sample of 443 financial statements of 349 

telecommunication equipment companies randomly selected, between the periods of 2001 – 2007. The variables 

consisted of: Days of Working Capital (DWC); Operating Income (plus depreciation) as it relates to Total 

Assets (IA); Operating Income (plus depreciation) related to Sales (IS); Cash Conversion Efficiency (CCE); 

Current Ratio (CR); Days Sales Outstanding (DSO); Days Inventory Outstanding (DIO); and Days Payable 

Outstanding (DPO). IS and IA are measures of profitability. Correlation and regression analyses were made for 

the variables of the study. The results indicate that there is an insignificant negative relationship between IA and 

DWC. Also, IS is negatively related to DWC, DSO, DIO and DPO. However, the association of DSO with IS 

and IA is not significant enough to predict IS or IA using DSO. Hence, working capital management efficiency 

is negatively associated with profitability and liquidity. Therefore, he concluded that the industry can improve 

working capital management efficiency by reducing inventory and improving DPO by getting more credit from 

suppliers. 

 

Qazi et al (2011) also explored the impact of working capital on firms’ profitability in Pakistan using 20 

companies in the automobile and oil and gas sectors, from 2004 – 2009. In the study, panel data regression 

analysis and time series of data were taken. The study was measured as follows: working capital: the Net 

Working Capital (NWC); Inventory Turnover In Days (ITID); Number of Days Account Receivable (NDAR); 

Financial Assets to Total Assets (FATA); Profitability (PRT): profit after tax; control variables: Current Ratio 

(CR); Debt to Equity Ratio (DER) and Natural Logarithm Of Sales (LOS). The pooled data were analysed using 

regression and correlation model assisted by E – views software and the result revealed that NWC has strong 

and positive relationship with PRT while NDAR and ITID have weak positive relationship with PRT. FATA, 

DER and CR on the other hand have weak negative correlation with PRT. Hence, only NWC is positive and 

significant; NDAR and ITID are positive but insignificant; all other variables are negative and insignificant. 

“These results, therefore, show positive movement of working capital on the profitability of firms”.  

 

Magpayo (2009) tried also to determine the effect of working capital management policy and financial leverage 

on financial performance using 110 Philippine firms randomly selected from 2009 list of business world’s top 

1000 Philippine corporations. The variables measured are net income; Return On Equity (ROE) and Return On 

Assets (ROA) in terms of financial performance i.e. dependent variable and; working capital management 

policy (aggressive and conservative); and financial leverage management (debt ratio) as independent variables. 

Pearson rank correlations, ANOVA test and multiple regression analysis were performed. The result of the study 

shows that working capital management policy of firms, their financial leverage and size have significant 

relationship with net income, ROE and ROA. While working capital management policy and firm’s size have 

positive effect on net income, financial leverage has a negative effect on net income and a weak positive effect 

on ROE. 
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Although working capital management may have an impact on the profit of an organisation, it can be depicted 

from the foregoing that the findings of these studies are not that consistent as some found a negative impact, 

others found a positive impact. Also, the authors are more of foreign (international authors) than local 

(Nigerian).  Hence, this study investigated the extent of the effect which effective working capital management 

has on the profitability of manufacturing companies in Nigeria. 

 

METHODOLOGY 

For the purpose of this study, an ex-post-facto research design involving trend analyses of the audited Financial 

Statements of the companies between 2006 and 2010 (some gotten from www.africanfinancials.com) were 

made.  In trend design, each set of observation is directed at different samples of the same population at various 

points in time (Asika 2006:30). This design is used to enable the researcher carry an in-depth study of the 

sampled population for the selected period so as to capture the trend in the working capital management of those 

firms for the said periods. From the trend, observations were made as to the level of working capital maintained 

for those periods i.e. the liquidity and profitability positions of the companies and where any of the firms 

operated with a low or high level of working capital (as revealed by some computed working capital ratios) 

which is an indication of improper management, such firm was advised to take some corrective measures. 

 

The sample frame for this study consists of all the manufacturing companies in Nigeria, listed on the Nigerian 

Stock Exchange. However, there are about thirty six (36) of them that met this criterion and the sample size is 

made up of five (5) of those firms irrespective of their locations. This sample was drawn using the purposive 

sampling technique as a means of meeting the criteria set for the companies studied in terms of getting the 

required information for the study. Also, it is time saving and cost effective. In other words, the result could be 

obtained in a short period of time, may be more accurate and well conducted. 

 

Operationalization of Variables and Model Specification 

The dependent variable of this study is profitability which is operationally defined as Return on Total 

Asset/Investment while the independent variables are the stock/inventory conversion period, cash conversion 

period, debtors’ collection period and creditors’ payment period (i.e. working capital components).  Two control 

variables (size and age) are also introduced. Return on Total Assets is adopted for this study because it shows 

how effectively and efficiently a firm utilizes the resources (assets) at its disposal in revenue generation. In other 

words, it is an indication of an organization’s operating efficiency.  

 

These variables were summarized and analyzed into various components using multiple regression equation 

“multivariate analysis”, assisted by the Statistical Package for Social Sciences (SPSS) in order to test the 

relationship between them. However, the validity and reliability of the hypotheses statements were tested using 

a type of parametric technique known as Analysis of Variance (ANOVA) at 0.05 significant levels. The model 

adopted is as stated below: 

ROA=a0+b1ICP+b2CCP+b3DCP+b4CPP+c1z1+c2z2+e…………….. 1 

Where: ROA= Return On Asset;  

            ICP= Inventory Conversion Period;  

            CCP= Cash Conversion Period; 

            DCP= Debtors Collection Period;  

            CPP= Creditors Payment Period;  

            a0 is constant,  

            b1, b2, b3 and b4 are the coefficients of ROA, ICP, CCP, DCP and CPP;  

              c1, c2, z1, z2 are the controllable variables (age and size (natural logarithm of total assets) of the company) 

and their coefficients;  

            e is the error term. 
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DATA ANALYSES AND TEST OF HYPOTHESES 

 

Table 1: Descriptive Statistics of the mean score of each company and the overall mean for all Research 

Variables (Source: Field data, 2012) 

Variable PZ Neimeth Guinness 7 Up Lafarge Overall Mean Std. Deviation N 

ROA 0.4177 0.2077 0.9177 0.5093 0.7290 0.5563 0.31678 25 

ICP 4.9993 24.0414 5.3391 3.8054 4.8872 8.6145 8.20202 25 

DCP 1.2306 8.1253 0.8925 1.5166 1.5240 2.3652 3.04253 25 

CPP 0.2398 2.3999 1.6197 1.3396 1.0182 1.3234 0.84830 25 

CCC 5.9966 29.7668 4.6119 3.9823 4.3610 9.7437 10.62253 25 

AGE 2.4000 2.0400 1.8400 0.8800 1.9600 1.8240 0.52128 25 

SIZE 0.4256 0.3786 0.4342 0.4169 0.4336 0.4178 0.2132 25 

  

This Descriptive Statistics show that ROA (Returns on Assets) MEAN is 0.5563 with std. Deviation 0.31678; 

ICP (Inventory Conversion Period)   MEAN is   8.6145 with std. Deviation of 8.20202, et ce tera. The 

regression test is explained later in the paper. 

 

Hypothesis One 

Ho1: There is no significant relationship between inventory conversion period and profitability. 

Hi 1: There is significant relationship between inventory conversion period and profitability. 

 

 

Decision Rules 

In determining the type of relationship that exists between the variables of this study, the following rules are 

applicable. These rules served as guidelines for deciding which hypothesis to accept after the test- statistics at 

the 0.05 level of significance. 

If Fc <Ft, accept Ho and reject Hi 

If Fc >Ft, accept Hi and reject Ho 

 

Table 2: Model Summary 

Model R R Square Adjusted 

R Square 

Std. Error of 

the Estimate 

1 .494(a) .244 .212 .2813 

a  Predictors: (Constant), ICP 

 

Table 3: ANOVA (b) 

Model  Sum of Squares Df Mean Square F Sig. 

 

1 Regression .589 1 .589 7.441 .012(a) 

Residual 1.820 23 .079   

Total 2.408 24    

a  Predictors: (Constant), Mean ICP 

b  Dependent Variable: Mean ROA 
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Table 4: Coefficients (a) 

Model  

Unstandardized Coefficients 

Standardized 

Coefficients T Sig. 

B Std. Error Beta   

1 (Constant) .721 .082  8.740 .000 

ICP -.019 .007 -.494 -2.728 .012 

a  Dependent Variable: ROA 

 

Thus, R, i.e. the correlation coefficient is -0.494 which indicates a moderate but inverse relationship between 

ICP (INDEPENDENT VARIABLE) and ROA (DEPENDENT VARIABLE). R square (R
2 

= 0.244) shows that 

24.4% of the changes in ROA can be explained by ICP. To further explain this result, ROA was influenced by 

many factors or constants out of which 24.4% was from ICP. The negative sign also signifies that an increase in 

one variable will lead to an inverse change in the other variable and vice-versa.  

 

The result at the ANOVA table above shows that the calculated F-value (7.441) at significance level of 0.012 is 

greater than the table value of 4.28. Thus, the overall test statistics is significant. The alternative hypothesis is 

accepted which states that there is significant relationship between Inventory Conversion Period and 

Profitability. It is possible to make the assumption that a decrease in inventory conversion period will foster an 

opportunity to experience profit in business with time. This is because; the Nigerian market environment or 

economy is faced with many factors that impede the speed of having a huge return on assets. However, proper 

initiative, planning and resource (capital) management will pave way to return on asset. Therefore, time is a 

great resource anyway. 

 

Hypothesis Two 

Ho 1: Poor management of the operating cycle does not influence the organisation’s profitability. 

Hi 1: Poor management of the operating cycle of an organisation has significant effect on its profitability. 

 

Table 5: Coefficient of Correlations  

    ROA ICP DCP CPP CCC AGE SIZE 

Pearson Correlation 

(R ) 

ROA 1.000 -.494 -.552 -.230 -.514 -.123 .605 

Sig. (1-tailed) ROA . 0.006 0.002 0.134 0.004 0.280 0.001 

N ROA 25 25 25 25 25 25 25 

 

The table above shows the level of strength in the relationship between ROA and individual working 

capital/operating cycle management (ICP, DCP, CPP, and CCC) and the age and size of the selected companies. 

There is significant relationship between ROA and ICP, DCP and CCC with P- value of 0.006, 0.002 and 0.004 

respectively. The negative sign reveals the direction of effects which is opposite in nature. It is also clear that an 

increase in size of the company (0.605) leads to an increase in ROA.                                                                                                                                              

 

Table 6:  Model Summary  

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .657(a) .432 .243 .27563 

a  Predictors: (Constant), SIZE, AGE, CPP, ICP, DCP, CCC 

 

Thus, R, i.e. the correlation coefficient, is 0.657 which indicates a slightly strong and positive relationship 

between ROA (DEPENDENT VARIABLE) and ICP, DCP, CCC, and CPP (INDEPENDENT VARIABLES). R 

square (R
2 

=-0.432) shows that by 43.2% the effect of ICP, DCP, CPP, and CCC on ROA may be predicted by 

changes. To further explain this result, ROA was influenced by some factors or constants out of which 43.2% 

was from ICP, DCP, CCC, and CPP. This effect is respectable.    
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 Table 7: Coefficients (a) 

Model 

  

  

  

Unstandardized Coefficients Standardized 

Coefficients 

T Sig. 

B Std. Error Beta   

1 

  

  

  

  

  

  

(Constant) -5.981 3.772   -1.586 .130 

ICP -.063 .141 -1.643 -.449 .659 

DCP -.070 .141 -.669 -.494 .627 

CPP .110 .153 .296 .721 .480 

CCC .078 .136 2.627 .576 .572 

AGE -.133 .135 -.219 -.982 .339 

SIZE 15.754 8.922 1.060 1.766 .094 

a Dependent Variable: ROA 

The  standardised coefficients are -1.643,-0.669, 0.296, 2.627, and -0.219 for ICP, DCP, CPP, CCC and AGE 

respectively, their  p- values standing at 0.659, 0.627, 0.480, 0.572 and 0.339  which are not significant at 

1%,5% and 10% levels, signalling the fact that decreases and increases in ICP, DCP, CPP, CCC do not 

significantly affect profitability. The control variable AGE shows a negative insignificant effect and company 

size also shows a positive but significant effect on profit. 

Furthermore, the combined predictable power of the model or the adjusted coefficient of multiple 

determinations (adj.R
2
) indicates that about 24.3% of the changes in ROA are explained by the independent 

variables. Besides, the specification of this model is not fair as signalled by the F value (ANOVA table) of 2.283 

which is not significant at α =5% when compared with the critical value (calculated F) of 2.66. Based on the 

above result, the null hypothesis is accepted.  Hence, it is concluded that management of the operating cycle of 

an organisation does not significantly influence profitability of listed companies in Nigeria.  

 

DISCUSSION 

Based on the ratios calculated for the companies overtime (See Appendix), it was observed that some of the 

companies actually had a longer collection period and shorter payment period. Also, some firms accumulated 

large volume of stocks which took them a longer period of time to convert to sales thereby leading to a longer 

operating (cash) conversion cycle, low quick assets ratio, long collection period, as well as lower profitability. 

This is evident in the test of hypothesis one which revealed a moderate inverse relationship between inventory 

conversion period and profitability. 

 

Thus, it is very vital for firms to try as much as possible to manage their operating cycle as it impacts the 

profits of the company such that, the longer the operating cycle, the more risky and less profitable the firm 

becomes. Again, some of the companies are not liquid enough to settle their short term maturing obligations as 

they fall due and as such the company is perhaps prone to borrowing (external credit facilities). Moreover, 

some of the companies are not doing well in terms of profitability. In other words, some firms are seen to be 

highly liquid and profitable while some others are liquid but, not profitable. Yet still, some others are neither 

liquid nor profitable due to the fact that they cannot properly (effectively and efficiently) utilize their available 

scare resources in order to generate revenues. Also, these firms cannot pay/settle their short term maturing 

obligations out of their current assets or liquid assets perhaps, due to the strong relationship that exist between 

each of the components such that, the current assets should be twice the current liabilities of the company. 

Anything short of that is not an evidence of liquidity and profitability which in turn is a sign of ineffective and 

inefficient management of working capital. 

 

The multivariate analysis used at 0.05% significance level indicated that there is a significant inverse 

relationship between some working capital management components (ICP, DCP and CCC) and profitability of 
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manufacturing companies. This means that the higher the (ICP, DCP and CCC, the lower the profitability 

positions of manufacturing companies and vice versa.  

 

Also, it was noticed from the analysis that the size of the company has a lot to do with its profitability such that 

as the company increases in size, the ROA also increases and vice versa. But age has a negative insignificant 

effect on ROA. It can, therefore, be said that out of the components of working capital, only the CPP has an 

insignificant effect on the profits of the company. However, the combined power of the model indicates that, 

working capital management (measured by its components) affects the company’s profitability by 24.3% 

which is not significant. Hence, it can be deduced that working capital management has no significant effect on 

profitability of listed manufacturing companies in Nigeria. However, each of the working capital components 

affects profitability at varying levels (rates). 

 

The empirical findings of this study are consistent with that of Charitou, Elfani and Lois (2010), Falope and 

Ajilore (2009) and Ganesan (2007) in that, the inventory conversion period (days in inventory), debtors 

collection period, creditors payment period and cash conversion cycle are inversely related to profitability. The 

findings of this study, however, differ from that of Falope and Ajilore as it reveals an insignificant relationship. 

These findings also support the findings of Egbide (2009) and Amarjit, Nahum and Neil (2010) on one hand 

which indicated a negative relationship between average days of account receivable and profitability. 

 

By implication, increases or decreases in any of these variables affect the firm’s profits in an opposite direction. 

Hence, there is need for effective management of these components for any company that wants to increase the 

firm’s value in terms of profitability. However, management of the cash flows is the core aspect of management 

and is very essential in the organisation.  

 

Policy Direction 

 The poor performing firms should adequately plan and control their operations, adjust all the short falls 

as noted from the financial ratios calculated and bring them to standard so as to enhance management 

of each working capital component and thus improve the organizations’ profitability.    

 Since the world is fast growing towards scientific management where problems are solved even before 

decisions are made, instead of using poorly constructed models in decision making as the case may be, 

managers of firms should adopt (solely rely on) the principles of finance. By so doing, management of 

working capital is guaranteed, even liquidity and profitability of the firm is assured.  

 Managers should also be skilled enough in their management know-how so as to take complex 

(technical) business decisions that will bring about the progress of the organization.  

 It is advisable for managers of various organizations to employ the services of financial gurus 

(analyst/technical expert) who will advise them when taking complex managerial decisions.  

 In the case of high cost/level inventories, there should be periodic stock taking so as to discover in 

time, the slow moving stocks (if any) to avoid over investment in such stocks. Rather the fast stock 

movers should be acquired or invested in to facilitate sales i.e. conversion of the inventories to sales as 

well as the profit level. The periodic stock taking in this case also assist the management in detecting 

the levels of stock at regular interval so as to decide on the replenishment i.e. re-order level. However, 

the emergence of some software packages has made this easier. Management should therefore, adopt a 

more sophisticated inventory management/control measure. 

 Also, Managers should try as much as possible to maintain (manage) their cash operating cycle. This is 

because, (even as indicated by the cash conversion cycle (CCC)) the longer the cash cycle the less 

profitable the firm becomes; meaning that a shorter operating cycle is more desirable and advisable as 

it affects profitability.  

 For the companies that could not easily/readily convert their assets to cash which is a sign of illiquidity, 

there is room for improvement. Proper planning and allocation of resources is the answer. Hence, it is 

important to note that the relationship between working capital components is very strong such that the 

current assets should be twice the current liabilities. 
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Appendix: Relevant Financial Ratios Computed from the Annual Reports of the Companies 

PZ CUSSONS NIGERIA PLC 

   
      2010 2009 2008 2007 2006 

Inventory Conversion 

Period     

86.78 

days 

107.69 

days 

111.78 

days 

139.66 

days 

179.81 

days 

Debtors Collection Period     

47.13 

days 

37.12 

days 

28.71 

days 

24.07 

days 

16.79 

days 

Creditors Payment Period     8.69 days 3.60 days 4.85 days 6.17 days 6.66 days 

Cash Conversion Cycle     

125.22 

days 

141.21 

days 

135.64 

days 

157.56 

days 

189.94 

days 

Return On Assets     12.84% 9.99% 11.51% 7.49% 10.38% 

Current Ratio     1.80:1 1.99:1 2.28:1 2.47:1 3.18:1 

Quick Ratio     1.07:1 0.86:1 0.80:1 0.72:1 0.98:1 

Inventory Turnover Rate     

4.21 

times 

3.39 

times 3.27 times 

2.61 

times 

2.03 

times 

Age     62 years 61 years 60 years 59 years 58 years 

Size     10.72 10.66 10.63 10.6 10.59 

              

       
 NEIMETH INTERNATIONAL PHARMACEUTICALS PLC 

 
      2010 2009 2008 2007 2006 

Inventory Conversion 

Period     

385.31 

days 

588.50 

days 

656.68 

days 

682.34 

days 

692.35 

days 

Debtors Collection Period     

192.16 

days 

171.22 

days 

199.39 

days 

190.58 

days 

262.31 

days 

Creditors Payment Period     

85.64 

days 

81.61 

days 

51.42 

days 

34.06 

days 

47.26 

days 

Cash Conversion Cycle     

491.83 

days 

678.11 

days 

804.65 

days 

838.86 

days 

907.40 

days 

Return On Assets     3.00% -4.65% 8.21% 9.38% 10.02% 

Current Ratio     2.05:1 1.88:1 3.43:1 3.24:1 3.70:1 

Quick Ratio     1.22:1 1.06:1 1.96:1 1.78:1 2.38:1 

Inventory Turnover Ratio     

0.95 

times 

0.62 

times 0.56 times 

0.53 

times 

0.53 

times 

Age     53 years 52 years 51 years 50 years 49 years 

Size     9.47 9.48 9.51 9.44 9.42 
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GUINNESS NIGERIA PLC 

 

 

 

      2010 2009 2008 2007 2006 

Inventory Conversion 

Period     

95.60 

days 

134.38 

days 

131.89 

days 

135.99 

days 

169.53 

days 

Debtors Collection Period     

22.31 

days 

25.99 

days 

26.17 

days 

22.91 

days 

14.18 

days 

Creditors Payment Period     

41.11 

days 

47.79 

days 

55.33 

days 

35.85 

days 

22.38 

days 

Cash Conversion Cycle     

76.80 

days 

112.58 

days 

102.73 

days 

123.05 

days 

161.33 

days 

Return On Assets     26.51% 26.81% 21.16% 19.81% 20.42% 

Current Ratio     1.25:1 1.15:1 1.42:1 1.56:1 1.89:1 

Quick Ratio     0.72:1 0.54:1 0.92:1 1.08:1 1.12:1 

Inventory Turnover Ratio     

3.12 

times 

2.72 

times 2.77 times 

2.68 

times 

2.15 

times 

Age     48 years 47 years 46 years 45 years 44 years 

Size     10.89 10.87 10.87 10.86 10.78 

 

 

       
LAFARGE CEMENT WAPCO NIGERIA PLC 

  
      2010 2009 2008 2007 2006 

Inventory Conversion 

Period     

111.34 

days 

142.38 

days 

138.33 

days 

134.15 

days 

84.59 

days 

Debtors Collection Period     4.74 days 1.48 days 1.40 days nil Nil 

Creditors Payment Period     

24.22 

days 

28.68 

days 

30.27 

days 

21.55 

days 

22.56 

days 

Cash Conversion Cycle     

91.92 

days 

115.18 

days 

163.39 

days 

112.60 

days 

62.03 

days 

Return On Assets     7.14% 10.27% 21.40% 24.70% 27.62% 

Current Ratio     0.30:1 1.63:1 1.03:1 1.09:1 1.00:1 

Quick Ratio     0.14:1 0.46:1 0.47:1 0.55:1 0.69:1 

Inventory Turnover Ratio     3.2 times 

2.56 

times 2.64 times 

2.72 

times 

4.31 

times 

Age     51 years 50 years 49 years 48 years 47 years 

Size     11.07 10.94 10.8 10.7 10.69 
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   7UP BOTTLING COMPANY NIGERIA PLC 

  
      2010 2009 2008 2007 2006 

Inventory Conversion 

Period     

108.92 

days 

88.40 

days 

82.70 

days 

94.34 

days 

101.31 

days 

Debtors Collection Period     

36.75 

days 

42.75 

days 

38.12 

days 

39.24 

days 

32.71 

days 

Creditors Payment Period     

44.88 

days 

28.63 

days 

26.49 

days 

35.20 

days 

32.25 

days 

Cash Conversion Cycle     

100.7 

days 

102.52 

days 

94.33 

days 

98.38 

days 

101.77 

days 

Return On Assets     15.86% 12.98% 10.30% 12.36% 12.16% 

Current Ratio     1.01:1 1.14:1 1.44:1 1.33:1 1.12:1 

Quick Ratio     0.45:1 0.71:1 0.84:1 0.79:1 0.67:1 

Inventory Turnover Ratio     

3.35 

times 

4.13 

times 4.41 times 

3.87 

times 

3.60 

times 

Age     24years 23 years 22 years 21 years 20 years 

Size     10.52 10.51 10.51 10.34 10.23 

 


